This study analyzes strategic factors that can influence the performance of small and medium size enterprises (SMEs) 
INTRODUCTION
ccording to Grilo and Thurik (2006) , SMEs is one of the main engines of the contemporary economy, which brings along development and growth. The development of the SMEs sector is widely seen as a key element of a nation's economy. Further, the United Nation stated that SMEs play a significant role in the business system of both developed and developing economics (United Nations, 1993). In Malaysia, a developing country to achieve Vision 2020 and to be economically developed by year 2020, it is estimated that SMEs constituted about 80 percent of total enterprises and the manufacturing sector In recent years, there are many studies suggest the positive relationship between strategic management and company performance. Strategic management is an advantage for organization in order to achieve goals and objectives. To survive and thrive in the era of globalization and liberalization, an organization needs to be competitive. Competitive organization have to practice strategic management in the organization and be adaptable to the change environment. In this regard, if strategic management is useful as an approach in improving performance of a firm, then a better understanding of strategic management is of great value to owner-managers of small and medium-sized enterprises (SMEs) too. With better understanding of strategic management in SMEs, owner-managers of SMEs can formulate and implement effective strategies based on their strategic capabilities to improve their performances as well as to overcome problems and constraints.
There is therefore a need for more empirical studies that examines strategic management in SMEs. Among the problem faced by SMEs is often seen in the lack of resources (Gemser, Brand and Sorge, 2004) . According to Gemser, Brand and Sorge (2004) , SMEs often suffers from the lack of those resources that provide economies of scale and reducing cost. Further, the opening of new markets bring about specific difficulties for SMEs (Hollerstein, 2005) . Empirical research on these areas would provide more empirical evidence on the impact of strategic management on the performance of SMEs and also be of great benefit for SMEs striving to be more competitive. Therefore, there is a need to study more on SMEs to enhance strategic management on the performance of SMEs.
This study SMEs from the strategic management perspective. It focused on distinctive capabilities and performance, and the model builds upon the previous research which suggests distinctive capabilities can affect SMEs performance. This study investigate firms that met the chosen size criteria (small-sized enterprise is a firm that employs fewer than 50 employees and medium-sized enterprise is a firm that employs between 50 to 199 employees), based on the previous research done by Salleh, M.I. (1990) and Mohd. Asri (1999) . This definition is similar to the one used by the World Bank (1984) , the United Nation Development Organisation (1986) and the Asian Development Bank (1990) who defined SMEs as small enterprises employing fewer than between 50 employees and medium enterprises as firms employing between 50 to 199 employees.
LITERATURE REVIEW

The Distinctive Capabilities
The literature on strategic management suggests distinctive capabilities or competencies as an important part of an organisation's resources and competitive advantage. According to Mintzberg and Quinn (1991), the distinctive capabilities of an organisation are the source of the competitive advantage of the organization itself. Graig and Grant, (1993) defined a firm's distinctive capabilities or competencies as both tangible and intangible resources, comprising of financial, physical, human, technology, reputation and relationship which a firm owns or has access too.
Aaker (1989) noted that the assets and skills of the firm, which are the basis for competition, provide the foundation for sustainable competitive advantage. Furthermore, Aaker pointed that it is the essence of strategic management to develop and maintain these assets and skills as well as to choose these strategies so that they can be turned into sustainable competitive advantages.
Identifying and classifying resources or assets in a firm is a difficult task (Graig and Grant , 1993). However, basically, resources can be grouped into tangible and intangible assets. Ansoff, (1965), Hunger and Wheellen (1993 and , and Price (1996) classified business functional areas into general administration, operations/ production, marketing, finance, human resource management, engineering and R & D and public relations. Hitt and Ireland (1985) developed distinctive capabilities instrument comprising 55 capabilities grouped according to seven functional areas; a) general administration, b) production/operations, c) engineering, research and development, d) marketing, e) finance, f) personnel, and g) public and governmental relations. The distinctive capabilities variables used in this study are adopted from this literature review.
The Performance
The primary goal of adopting effective management process is improved organisational performance. As such, some methods of measuring organisational performance is needed to determine how well an organisation is functioning as a result of adopting the strategic management process.
Organisational performance can be measured by many criterias. In general, the literature suggests that organisational performance is commonly measured in terms of effectiveness, efficiency, growth and productivity. effectiveness resulted from the different views concerning the nature of organisations. According to the authors, the different views concerning the nature of organisations have implicitly or explicitly determined the conceptual definition of organisational effectiveness. The first view sees an organisation as a rational set of arrangements and emphasised toward achieving certain goals defined effectiveness in terms of the goals attainment. Second, the open-system perspective of organisations defined effectiveness as the degree to which an organisation can maintain all its components.
According to Harrison (1996) , strategic management of an organisation can help to increase the effectiveness as well as the flexibility of organizations. It is the ultimate concern of organisation to improve their performance.
The process of determining the performance of an organisation requires the selection and the measuring of a set of key variables that can allow the organisation to detect as well as monitor its competitive position in the business it engages. In another words, measuring performance is also one of the important steps in the strategic control process (Griffith, 1987; and Wheelen and Hunger, 1996) . Lee (1987) stressed the use of a composite measure of business performance derived from various indices of financial profitability measures could show the combined effects of various business activities in different business environment. Further, study of Lee (1987) indicated that the composite measure of financial profitability indices such as ROE, ROA, ROI, ROS would be a relatively comprehensive criterion to measure the performance of SMEs in different industries.
This study adopted Lee's study (1987) in measuring the SMEs' performance as the dependent variables. The performance was measured by using average, growth and the business performance composite index (BPCI).
Relationship Between The Distinctive Capabilities And The Performance.
According to Kim and Lim (1988) , the ability of an organisation to survive and succeed is influenced by various factors, some of which can and some which can't be controlled. Therefore the performance of an organisation is a function of the controllable and uncontrollable variables.
In this study, the distinctive capabilities variable was based on the seven general functional areas found in most manufacturing firms. The distinctive capabilities variable was measured by using the instrument developed by Hitt and Ireland (1985) . This study looks into the relationship between distinctive capabilities and performance. In assisting the SMEs in Malaysia to cope with the new challenges, the Malaysian government has already began accelerating the operation of the manufacturing firms through various steps such as focusing on quality, encouraging more high technology ventures, introducing further tax cuts, developing efficient operations and upgrading the standards of health and safety. This will influence the distinctive capabilities aspect of the SMEs. Furthermore, the Malaysian government will continue to transform the manufacturing industry into a more dynamic sector with high value added, capital intensive, high technology as well as skilled and knowledge intensive manufacturing industry. This will effect the performance of the SMEs.
This study seeks to advance the understanding of strategic management by empirically examining the distinctive capabilities variable which can influence the performance of SMEs. 
THE RESEARCH FRAMEWORK
RESEARCH METHODOLOGY
SMEs registered in the Ministry of International Trade and Industry (MITI) were used as the sampling frame in the study. The firms selected from the list are those that are involved in manufacturing activities. A total of 532 sets of questionnaires were distributed to the selected firms based on the criteria (firms that employed less than 200 employees). The questionnaires were mailed to the officers of the sample firms requesting them to respond to the questionnaire as well as interviews with them. From the questionnaires collected, only 121 sets are usable for data analysis, which indicates a response rate of 22.7%.
The distinctive capabilities developed by Hitt and Ireland (1985) , which grouped into seven functions, were tested in the questionnaires. The seven functions in this study were measured in terms of their levels (degree) in the firms. The levels of the distinctive capabilities were determined by requesting the owners/manager to rate each capability on a five-point numerical scale ranging from "none" to "very high".
The previous research reviews suggest that it is not possible to choose a single performance measures that is equally appropriate for all business firms. Based on the literature, this study concludes that in order to describe SMEs performance more fully, combination or multiple measures are needed so that they are able to provide more definitive answer on how efficiently and effectively SMEs is being managed.
For this study, the measurement of the performance; average and growth (of sales, assets, equity, return on sales (ROS), return on investment (ROI), return on assets (ROA), and the business performance composite index (BPCI) were computed based on the actual figures provided by the respondents for the year 1999 to year 2003.
Statistical Methods Used
Using the Statistical Package of Science Social (SPSS) program, the descriptive analysis and the multiple regression were made to show the relationship between the variables.
Hypotheses
The following hypotheses were tested for this study. They are:
1.
There is a significant relationship between distinctive capabilities and the performance of SMEs.
This main hypothesis is further developed into sub-hypotheses as below:
1a) There is a significant relationship between general administration and the performance of SMEs. 1b) There is a significant relationship between production/operations and the performance of SMEs. 1c) There is a significant relationship between engineering and research and development (R&D) and the performance of SMEs. 1d) There is a significant relationship between marketing and the performance of SMEs. 1e) There is a significant relationship between finance and the performance of SMEs. 1f) There is a significant relationship between personnel and the performance of SMEs. 1g) There is a significant relationship between government and public relations and the performance of SMEs.
Results
This study managed to cover 26 of the 35 manufacturing industries identified by the Ministry of International Trade and Industry (MITI). Of the 121 firms in the 26 different industries surveyed, 17 firms (14.0%) were in the food industry, eight firms (6.6%) in the beverage industry, two firms (1.7%) in the agricultural industry, eight firms (6.6%) in supporting products industry, two firms (1.7%) in souvenir and handicrafts industry, one firm (0.8%) in sports goods and equipment industry, one firm (0.8%) in jewellery and related products industry, two firms (1.7%) in motor vehicle components industry, six firms (5.0%) in household appliances industry, one firm (0.8%) in laboratory equipment industry, and two firms (1.7%) in miscellaneous industries. Table 1 presents the summary of the firms by type of industry. The descriptive statistic output for the firm characteristics is presented by Table 2 . As shown by Table 2 , most of the respondents, 68 (56.2%) of them hired or promoted by the company. 23 (19.0%) of the respondents are the founder and 12 (9.0%) of them are the cofounder. 11 (9.1%) of the respondents purchased the business not from family and seven (5.8%) of them inherited or purchased the business from the family.
A multiple regression analysis was adopted to examine the significant relationship between distinctive capabilities and the performance of SMEs. Table 3 to Table 9 presents the results for multiple regressions for distinctive capabilities variables on the performance of SMEs. The results of the regression analyses in Table 3 indicated that there are significant values for average assets (p=0.000<0.005), average equity (p=0.001<0.005), growth of assets (p=0.002<0.005) and growth of ROS (p=0.001 <0.005). The R 2 (coefficient of determination) of average assets is 0.103 indicated that 10.3% of the variance in the average assets of SMEs can be explained by the general administration variable. Since the value in Durbin Watson indicated 1.874 and it is close to 2, its successive residuals are not correlated and so it is considered as a good data.
The R 2 (coefficient of determination) of average equity is 0.089 indicated that 8.9% of the variance in the average equity of SMEs can be explained by the general administration variable. Since the value in Durbin Watson indicated 1.977, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data.
The R 2 (coefficient of determination) of growth of assets is 0.075 indicated that 7.5% of the variance in the growth of assets of SMEs can be explained by the general administration variable. The Durbin Watson value indicated 1.246, and it is in the acceptable range.
The R 2 (coefficient of determination) of growth of ROS is 0.085 indicated that 8.5% of the variance in the growth of ROS of SMEs can be explained by the general administration variable. Since the value in Durbin Watson indicated 2.218, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data. As such, Hypothesis 1 a) was accepted in this study. The results of the regression analyses in Table 4 indicated that there is significant value for growth of ROS (p=0.002<0.005). The R 2 (coefficient of determination) of growth of ROS is 0.080 indicated that 8.0% of the variance in the growth of ROS of SMEs can be explained by the production/operation variable. Since the value in Durbin Watson indicated 2.201, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data. As such, Hypothesis 1(b) was accepted in this study. The results of the regression analyses in Table 5 indicated that there is significant value for average of equity (p=0.000<0.005). The R 2 (coefficient of determination) of average of equity is 0.129 indicated that 12.9% of the variance in the average of equity of SMEs can be explained by the engineering/ research and development (R&D) variable. Since the value in Durbin Watson indicated 1.974, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data. As such, Hypothesis 1c) was accepted in this study. The results of the regression analyses in Table 6 indicated that there are significant values for average of sales (p=0.001<0.005), average of assets (p=0.000<0.005) and average of equity (p=0.000<0.005). The R 2 (coefficient of determination) of average of sales is 0.082 indicated that 8.2% of the variance in the average of sales of SMEs can be explained by the marketing variable. Since the value in Durbin Watson indicated 2.084, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data.
The R 2 (coefficient of determination) of average of assets is 0.175 indicated that 17.5% of the variance in the average of assets of SMEs can be explained by the marketing variable. Since the value in Durbin Watson indicated 1.646, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data.
The R 2 (coefficient of determination) of average of equity is 0.154 indicated that 15.4% of the variance in the average of equity of SMEs explained by the marketing variable. Since the value in Durbin Watson indicated 1.900, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data. As such, Hypothesis 1 d) was accepted in this study. The results of the regression analyses in Table 7 indicated that there are significant values for average assets (p=0.001<0.005) and average equity (p=0.003<0.005). The R 2 (coefficient of determination) of average assets is 0.084 indicated that only 8.4% of the variance in the average assets of SMEs can be explained by the finance variable. Since the value in Durbin Watson indicated 1.861 and it is close to 2, its successive residuals are not correlated and so it is considered as a good data.
The R 2 (coefficient of determination) of average equity is 0.071 indicated that 7.1% of the variance in the average equity of SMEs can be explained by the finance variable. Since the value in Durbin Watson indicated 1.983, and it is closed to 2, its successive residuals are not correlated and so it is considered as a good data. As such, Hypothesis 1 e) was accepted in this study. The results of the regression analyses in Table 8 indicated that there are significant values for average of assets (p=0.001<0.005) and average of equity (p=0.002<0.005). The R 2 (coefficient of determination) of growth of ROS is 0.090 indicated that 9.0% of the variance in the average of assets of SMEs can be explained by the personnel variable. Since the value in Durbin Watson indicated 1.894, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data.
The R 2 (coefficient of determination) of average of equity is 0.077 indicated that 7.7% of the variance in the average of equity of SMEs can be explained by the personnel variable. Since the value in Durbin Watson indicated 2.037, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data. As such, Hypothesis 1f) was accepted in this study. The results of the regression analyses in Table 9 indicated that there is significant value for growth of ROS (p=0.002<0.005). The R 2 (coefficient of determination) of growth of ROS is 0.077 indicated that 7.7% of the variance in the growth of ROS of SMEs explained by the public and government relations variable. Since the value in Durbin Watson indicated 2.127, and it is close to 2, its successive residuals are not correlated and so it is considered as a good data. As such, Hypothesis 1 g) was accepted in this study.
Discussion And Conclusion
The study attempted to examine the influence of strategic management variables on the performances of SMEs. More specifically, the primary objective of the study was to examine empirically the influence of distinctive capabilities on the performance of SMEs in the Malaysian manufacturing sector.
As far as this study is concerned, the results suggest that most of the SMEs studied have relatively high level of distinctive capabilities. These findings appear to be consistent with the study conducted by Stoner (1987) . According to Stoner, most small firms recognised the need for building and developing distinctive capabilities as a competitive strategy. These findings point out that distinctive capabilities may lead to better performance of SMEs. This evidence reveals that distinctive capabilities is a strong variable to explain the changes in the performance of SMEs. The findings suggest the need for firms to develop their distinctive capabilities to lead to better SMEs performance. These findings appear to add support to the theoretical argument that distinctive capabilities is another key variable for performance of SMEs. This study also suggests that Ireland's (1985 and ) views of distinctive capabilities as an independent variable (as in this study) is being reviewed.
Based on the findings of the study, the significant relationships were found between distinctive capabilities and the performance of SMEs. This implies that distinctive capabilities is an important variable that must be considered to improve the performance of an organization. It was found that SMEs that emphasize on distinctive capabilities can achieve better performance. It has become increasingly evident that relationships exist between a firm's distinctive capabilities and a firm's performance. The seminal works of Ansoff (1965), Hunger and Wheellen (1993 and 1995); Price (1996), Mohd Khairuddin (2000) testify the relationship between distinctive capabilities and a firm's performance. This study looks into the distinctive capabilities of SMEs in Malaysia and suggests the relationships between the distinctive capabilities and the performance of the SMEs in Malaysia. Following this line of thought, the Malaysian government which wants to promote SMEs, especially in the manufacturing sector, needs to focus on the distinctive capabilities variables and provide guidance and support towards enhancing these capabilities to ensure the performance of the SMEs.
The liberalization of trade and investment under the ASEAN Free Trade Area (AFTA), the ASEAN Investment Area (AIA), the European Union (EU) and the emerging market economics of Eastern Europe, the Malaysian SMEs will face new opportunities as well as challenges that yesterday's SMEs owners and managers did not have to deal with, for example, the need for market expansion, the need for production expansion, the facilitation of resources acquisition, the competitive forces and the technological changes (IT, internet, World Wide Web). YAB Dato Seri Abdulah Haji Badawi, the Prime Minister of Malaysia, at the Neac Dialogue Forum emphasized the important role of SMEs in the economy and clearly indicated the government's full commitment and plans for SMEs sector. The government will continue to pursue policies that focus on the development of SMEs as an engine of growth.
Distinctive capabilities owned by SMEs may provide SMEs with a powerful competitiveness weapon. These will provide new strengths to SMEs in their competitive struggle in global business world to achieve better performance. Therefore, Malaysian SMEs need to concentrate their efforts on distinctive capabilities they posses in the new century to achieve better performance.
